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EO 11652: N/A 
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SUBJ: POLITICO ECONOMICS OF KOREAN ALASKA POLLOCK PURCHASE 
VENTURE 

REE: STATE 86522 

BEGIN SUMMARY: UNCLASSIFIED. BY A 6 T02 VOTE ON APRIL 29, 

THE NORTH PACIFIC REGIONAL FISHERIES COUNCIL HAS RECOMMENDED 
DISAPPROVAL OF THE RECENT CONTRACT BETWEEN KOREA MARINE INDUSTRY 
DEVELOPMENT CORP. (KMIDC) AND R.A. DAVENNY AND ASSOCIATES, INC. 

OF ANCHORAGE, ALASKA. HOWEVER, IF THE INFORMATION PRESENTED TO 
EMBOFFS IS CORRECT, DENIAL OF THE REQUESTED LICENSES MIGHT BE 
INCONSISTENT WITH THE PURPOSES OF THE FISHERY CONSERVATION AND 
MANAGEMENT ACT BECAUSE IT CONTRAVENES THE BEST INTERESTS OF 
ALASKAN FISHERMEN AND, IN ADDITION, WOULD IMPACT UPON KOREAN 
NUTRITIONAL NEEDS. 

END SUMMARY. END UNCLASSIEIED 
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1. BEGIN (LOU). EMBOFE WAS URGENTLY CONTACTED APRIL 30 BY SHIM 
SANG JOON, CHAIRMAN, KOREA MARINE INDUSTRY DEVELOPMENT CORP. 
(KMIDC), WHO HAD ONLY RECENTLY RETURNED FROM A MONTH IN ALASKA 
SETTING UP THE ALASKA POLLOCK PURCHASE AGREEMENT DESCRIBED REFTELS. 
IN BAREST DETAIL, THE IDEA EOR THE AGREEMENT AROSE FROM SENATOR 
STEVENS' STAEF AND THE STATE GOVERNMENT OF ALASKA WHICH WISHED 
TO FIND EMPLOYMENT EOR 30 LAID UP U.S. SHRIMP BOATS IN KODIAK. 
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SHIM REALIZED THAT ALTHOUGH THE BOATS ARE SMALL, THEY COULD, WITH 
TRAINING AND PROPER TRAWLING GEAR, BECOME CAPABLE OP CATCHING 
ALASKA POLLOCK. R.A. DAVENNY WAS RECOMMENDED BY THE GOVERNOR'S 
OPEICE AS CAPABLE OF LINING UP THE INDEPENDENT AMERICAN OWNERS 
OF THE SHRIMP BOATS AND HANDLING THEIR ENTRY INTO THE POLLOCK 
FISHERY. 130,000 TONS WAS DECIDED AS THE MINIMAL AMOUNT THOSE 
VESSELS WOULD SUPPLY ANNUALLY, PROVIDED THAT KMIDC COULD BUY AND 
STATION TRANSPORT VESSELS AS CLOSE AS POSSIBLE TO THE AMERICAN 
CATCH BOATS TO TRANSFER FISH IN CONSONANCE WITH THEIR LIMITED 
HOLDS AND RATE OF CATCH. A NOTARIZED LETTER OF INTENT IN DETAIL 
WAS SIGNED ON FEBRUARY 18, 1977, WITH THE BLESSING OF THE ALASKAN 
STATE GOVERNMENT AND THE HONARARY ROK CONSUL AT ANCHORAGE AND 
REETEL LETTER WAS DISPATCHED TO DEPARTMENT. 

2. SIMULTANEOUSLY, KOREAN BANKS AND ROKG OEFICIALS CHARGED WITH 
FENDING OEF THE TOTAL COLLAPSE OE KOREA WONYANG, WHICH IS IN 
RECEIVERSHIP BY VIRTURE OF THE ARREST OF LEE HAK-SOO, HIT UPON 
THE EXPEDIENT OF EXCUSING KMIDC, AS NECESSARY, FROM FOREIGN 
EXCHANGE RULES, AND, INASMUCH AS THE ROKG ALREADY STANDS AS 
GUARANTOR EOR KMIDC'S VESSELS, FORCING SHIM TO TAKE OVER THE 
YUSHIN HO AS THE MAIN FREEZER VESSEL TO RECEIVE POLLACK TO BE 
CAUGHT BY DAVENNY ASSOCIATES. IT WILL NOT REPEAT NOT "PROCESS" 

THE US POLLOCK, BUT MERELY FREEZE IT IN THE ROUND EOR SHIPMENT TO 
THE KOREAN MARKET. SHIM CONDITIONED HIS ACCEPTANCE OF YUSHIN HO 
ON RECEIVING EXCLUSIVE RIGHTS TO DEAL IN US POLLOCK. HE RECEIVED 
THAT ASSURANCE EROM THE ROKG, AND USG MAY BE SURE THAT NO OTHER 
APPLICATIONS FROM ROKG ON BEHALF OF RIVAL FIRMS FOR SIMILAR 
VENTURES WILL BE RECEIVED. 
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3. NEVERTHELESS, THE NEW ENGLAND FISHERIES CO. (NEFCO), A 

SEATTLE FIRM WITH A FISH PROCESSING PLANT IN KODIAK, HAS ANNOUNCED 
ITS INTENTION TO PROCESS ALASKA POLLACK INTO FISHBLOCKS. ALLEGEDLY, 
KOREA WONYANG AND DAELIM FISHERIES HAVE ENCOURAGED NEFCO ALTHOUGH 
NEITHER IS BELIEVED TO HAVE BEEN INFORMED OF, OR LIKELY TO 
RECOGNIZE THE DEPTH OF THE ROKG'S COMMITMENT TO KMIDC. OBJECT- 
IVELY CONSIDERED, IT IS MUCH MORE RATIONAL FOR THE ROKG TO GIVE 
ADJUSTMENT ASSISTANCE TO OTHER FINANCIALLY TROUBLED KOREAN FIRMS 
THAN TO FACE THE PROSPECT OF HAVING VIRTUALLY THE ENTIRE KMIDC 
FLEET AND PERSONNEL DUMPED AT ITS DOORSTEP. 

4. EMBOFF NOTED THAT IT COULD BE ARGUED THAT KMIDC WOULD BUY 
POLLOCK FOR KOREAN PROCESSING AND EXPORT TO THE US, AND THEREFORE, 

IT WOULD BE COMPETING WITH THE NEFCO STARTUP IN KODIAK. SHIM 
REPLIED THAT NEFCO HAS SAID IT WOULD PROCESS POLLACK, BUT IT WILL 
NOT AND INDEED CANNOT ECONOMICALLY DO SO. HE OFFERED THE FOLLOWING 
ANALYSIS: (A) THE EX- VESSEL AT SEA PRICE OF A TON OF POLLOCK WILL 

BE $82 IN JUNE SOLD FROM SOVIET VESSELS (TO JAPANESE), AND $74 
FROM JAPANESE CATCH BOATS TO TRADING FIRM MOTHER SHIPS; (B) THE US 
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ZONE BASE CALCULATION FOR ASSESSING FEES IS $98; (C) KMIDC SIGNED 
THE CONTRACT WITH DAVENNY AT $143 PER TON BECAUSE IT CAN LAND 
ROUND FISH IN KOREA WHERE DEMAND IS $350 A TON; (IT SHOULD BE 
NOTED THAT FISH IS A PROHIBITED IMPORT ITEM. IT IS NOT "IMPORTED" 

IF KOREAN VESSELS CATCH IT. ROKG APPROVAL OF THE KMIDC CONTRACT 
IMPLIES THAT A WAIVER WILL BE GRANTED IN THIS CASE.); 
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(D) DAVENNY MAY NOT BE ABLE TO PROVIDE THE MINIMUM 130,000 TONS. 
FROM 30 SMALL FORMER SHRIMP TRAWLERS, SO KMIDC HAS ENCOURAGED 
DAVENNY TO ENLIST ANY UNEMPLOYED BOATS HE CAN FIND FROM KODIAK 
SOUTH AND WILL TEACH THEM HOW TO CATCH POLLACK. 

5. THE NEFCO KODIAK PLANT IS GEARED TO A NUMBER OF PRODUCTS BUT 
NOT POLLOCK AND WOULD HAVE TO EXPAND TO HANDLE IT. THE CURRENT US 
FISHBLOCK PRICE IS .50 TO .55 CENTS PER POUND WHICH, CONVERTED TO 
METRIC TONS, MEANS THAT KMIDC MUST BUY POLLACK AT $60 PER TON TO 
SELL FISHBOLCKS TO THE US. NONE OF THE PRICES IN PARAGRAPH 4 
ARE NEAR THAT. IN KMIDC'S JUDGMENT, AT CURRENT RAW FISH PRICES 
MEFCO'S MARGINAL COSTS MAKE IT IMPOSSIBLE FOR THAT FIRM TO 
CONSIDER PROCESSING POLLOCK BLOCKS FOR SALE AT LESS THAN $1.10 PER 
POUND (JAPAN AT $1.00 AND KOREA $.85 CENTS). ALTHOUGH NEFCO CLAIMS 
TO BE "BUYING", NO FISHERMAN CAN DELIVER POLLOCK AT C.I.F. 

KODIAK PRICES WHICH WOULD ALLOW NEFCO SELL FOR $.50 TO .55 CENTS 
LB. THEREFORE,THE SHRIMP AND OTHER BOATS WILL REMAIN IDLE UNLESS 
THE $143 KMIDC CONTRACT IS APPROVED. SHIM DEPARTED FOR ANCHORAGE 
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AND WASHDC MAY 6 TO CONSULT COUNCIL AND DAVENNY RE COURSE OF 
LIMITED OFFICIAL USE 
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ACTION TOWARD APPROVAL AT NEXT COUNCIL MEETING, MAY 27, 1977. 

6. COUNCIL DECISION TO RECOMMEND DISAPPROVAL OF KMIDC CONTRACT 
WAS APPARENTLY BASED ON (1) SOME QUESTIONS ITS LAWYER HAD CONCERN- 
ING THE FMCA AND REGULACTIONS, (2) DESIRE TO GIVE SHORE BASED 
BOTTOM FISH PROCESSING FACILITIES OPPORTUNITIES TO DEVELOP THIS 
YEAR, AND (C) THAT APPROVAL WOULD BE PRECEDENT AL FOR OTHER REQUESTS 
FROM OTHER COUNTRIES RE SPECIES SUCH AS CRAB, SHRIMP OR SALMON. 

7. EMBASSY COMMENT: WE BELIEVE THAT SHIM'S ANALYSIS AS WELL AS 
HIS POSITION VIS-A-VIS THE ROKG IS SUBSTANTIALLY AS REPRESENTED. 

THE KEY QUESTION IS, OF COURSE, HOW THE LAW MAY BEST BE SERVED. 

THE FCMA PROVIDES SPECIFICALLY FOR THE EONCURAGMENT OF ENTRY OF 
US FISHERMEN INTO FISHERIES IN WHICH THEY HAVE NOT BEEN ENGAGED, 

AND ALSO INCLUDES SHORE BASED FACILITIES. DEPARTMENT SHOULD VERIFY 
THE PRICE SITUATION TO DETERMINE WHETHER BOTH OBJECTIVES OR ONLY 
ONE CAN BE SERVED. THE ALASKAN FISHERMEN WON'T MOVE INTO POLLOCK 
UNLESS THEY HAVE A BUYER, AND SALES TO KMIDC WOULD RETURN THEM 
$18.6 MILLION PER YEAR, BY PAYING TWICE THE EX- VESSEL (AT SEA) 

PRICE. AT THE SAME TIME,THE POLLOCK MARKET IN THE US IS BASED 
ESSENTIALLY ON A "JUNK FOOD " DEMAND WHICH CAN BE ASSUMED TO BE 
RELATIVELY PRICE ELASTIC (FISH STICKS MAY NOT BE LIKE CAVIAR). 

IT MAY BE THATALASKAN SHORE BASED PLANTS (CRAB, SHRIMP OR SALMON) 
CAN NEVER REASONABLY BE EXPECTED TO FIND IT ECONOMICAL TO ENTER 
POLLOCK PROCESSING. NOR CAN THE US EXPECT THAT KOREAN IMPORT 
PROHIBITION ON FISH WILL BE LIFTED. ALLOWING THE KMIDC CONTRACT 
IS OBVIOUSLY A ROKG EXPEDIENT FOR KEEPING KMIDC AFLOAT WHILE 
ADDING 130,000 TONS OF POLLOCK TO THE KOREAN QUOTA FOR A TOTAL 
OF SLIGHTLY OVER 200,000 TONS, WHICH WE HAVE PREVIOUSLY REPORTED 
IS THE KOREAN DOMESTIC DEMAND LEVEL. KMIDC CAN COVER THE FOREIGN 
EXCHANGE COSTS OUT OF EARNINGS EROM TUNA AND OYSTER EXPORTS AND 
MAKE USE OF THE OTHERWISE UNOCCUPIED YUSHIN HO AS A FLOATING 
QUICK FREEZER. 

SNEIDER 
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